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Recent years have been characterized by massive layoffs of IT workers – primarily triggered by 
declining corporate profitability and increased off-shoring of IT work. However, it is unclear 
whether IT worker downsizing has generated any economic returns or business performance 
improvements for IT firms. In this study, our primary objective is to investigate the financial 
performance impacts of IT worker layoffs. Drawing upon the human capital and knowledge-based 
theories, we propose a research model linking the layoff approach and layoff size to post-layoff 
financial performance of IT firms. Our findings reveal that, IT firms do not improve their overall
financial performance, relative to their industry, by downsizing IT workers. When comparing 
financial performance of downsizing IT firms, IT firms adopting a strategic approach to 
downsizing IT workers see better performance than those who take a tactical approach. Size of IT 
layoff does not appear to impact post-layoff financial performance.  
Keywords: Downsizing, layoffs, IT personnel, IT human resources, financial performance, value of IT 
personnel
Introduction
In recent years, downsizing of IT workers has become a popular choice for many companies attempting to cope up 
with economic downturns, increased competition and an intensified pressure to prune IT costs. According to the US 
Bureau of Labor Statistics, over 516,000 IT workers were laid off between 2001 and 20061 (BLS, 2006). Another 
study reported 550 layoff events in IT firms in 2001-2002 (Ranganathan and Samant, 2005) which doubled to over 
1010 events in the following four years (2003-2006). Although recent job creation rates for IT personnel have been 
robust, popular business literature regularly reports the particulars of layoffs involving IT workers, suggesting that 
downsizing continues unabated. Many IT corporations have been increasingly expanding their operations offshore, 
routinely displacing large section of domestic IT workers, or replacing them with contract workers. 
Recently, concerns have been raised about whether downsizing of IT workers have generated any economic returns 
or business performance improvements for IT firms. The continued practice of IT worker downsizing has triggered a 
volley of academic and practitioner debate questioning this phenomenon. The prevalence of IT worker downsizing 
is surprising as there is only mixed empirical evidence regarding positive impacts of downsizing on firm 
1 Statistics compiled from http://www.bls.gov/news.release/mslo.t06.htm
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performance (Cascio, 1998; De Meuse et al., 1994; De Meuse et al., 2004). While IT worker layoffs could directly 
translate into short-term cost savings, they could also impair the employee morale, motivation and other behavioral 
factors, ultimately resulting in long term disadvantages. 
It is surprising and somewhat disturbing that claims and counterclaims about the impacts of IT worker layoffs are 
rarely supported by objective and rigorous empirical evidence. For this reason, a deeper understanding of the 
impacts of IT worker downsizing is required. Therefore, our study has the following objectives:
(i) To assess the impact of IT personnel layoffs on financial performance of IT firms.
(ii) To identify whether the performance impacts of IT worker downsizing vary with the size of layoffs 
and the layoff approach adopted by the IT firm.
From a research standpoint, academic literature and empirical research on IT worker downsizing is very limited. 
While research on computer personnel has focused on voluntary turnover of IT workers (e.g., Rouse, 2001), there 
has not been much attention on IT worker layoffs. Layoffs or downsizing refers to a planned, intentional 
organizational effort to reduce the workforce, whereas turnover largely reflects on the voluntary decision of 
individual workers to leave an organization (Steel, 2002). IT personnel research has focused largely on the 
individual worker with little emphasis on the organizational context (Ang & Slaughter, 2000) and corporate 
programs such as downsizing that affects IT personnel.
Examining IT worker downsizing is of theoretical and practical importance for several reasons. First, though 
downsizing has been common across different industries, the extent of downsizing involving IT workers in recent 
years has been unprecedented. Second, layoffs involving IT personnel need closer examination as these IT workers 
had higher compensations, enjoyed perks such as stock options and were in great demand until a few years ago 
(Cappelli, 2001). Thirdly, IT workers are considered to be a part of knowledge economy where the knowledge-based 
IT work force has been argued to be crucial for the very survival and success of the firm (Sahraoui, 2002).
This research seeks to contribute to extant literature on IT personnel in at least three ways.  First, little is known 
about the outcomes of IT worker downsizing and we hope to throw light on the financial consequences of IT 
personnel layoffs. Second, we examine whether the fundamental rationale behind IT worker downsizing could 
explain variations in post-layoff financial outcomes. Third, we examine whether the layoff size influences the IT 
firm’s financial performance. 
Theoretical Background
The fundamental building blocks for our study are derived from the human capital perspective (Becker, 1964; 
Nafukho et al., 2004) and knowledge-based theory of the firm (Grant, 1996). In addition, we draw upon research on 
organizational downsizing and IT human resources literature to develop our suppositions relating IT worker 
downsizing and financial performance. In the sections below, we present the theoretical underpinnings and provide 
our conjectures.
The human capital perspective places human resources as a central factor in determining organizational 
performance. It suggests treating human resources as a form of capital and argues for developing human capital to 
generate superior performance. According to human capital theory, people’s learning capacities and accumulated 
knowledge are of comparable value to other organizational resources involved in the production of goods and 
services (Lucas, 1988). This learning capacity of individuals and the overall knowledge accumulation contribute to 
enhancing the business performance. Human capital theory attempts to explain firm performance in terms of the 
people, their learning, experience, cumulative organizational knowledge and absorptive capacity (Benhabib & 
Spiegel 1994, Hendricks 2002). Any corporate downsizing initiative is likely to disrupt learning and absorptive 
capacity, thus impairing the business performance of a firm.
According to the knowledge based view of the firm, knowledge can be as a source of sustainable competitive 
advantage (Kogut & Zander, 1992; Grant, 1996; Spender, 1996). Scholars have distinguished between explicit and 
tacit knowledge (Polanyi, 1967) and suggest the criticality of tacit knowledge for enhancing business performance 
of a firm. Tacit knowledge that is formed over a period of time resides in most cases, in specialized, dedicated 
human resources in the organization. Therefore, knowledge-based theory emphasizes the critical role of tacit 
knowledge residing in employees as a vital resource in generating superior economic rents. 
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Some scholars have advanced the idea of knowledge-transfer prior to downsizing in an effort to preserve tacit 
knowledge. However, given the intricacies and path dependencies, it might be difficult to transfer tacit knowledge, 
especially during downsizing where time required for a transfer may often not be available. An expedited knowledge 
transfer during downsizing might not actually achieve the intended outcomes. More often, the knowledge that can be 
transferred is typically the explicit procedural knowledge, essential to executing routine tasks. Therefore, 
downsizing efforts that involve reduction of workforce may result in loss of critical tacit knowledge thus affecting 
organizational performance. 
Both the human capital and knowledge-based theories provide a starting point to understand the consequences of IT 
worker downsizing. IT work, such as software development, is considerably knowledge-intensive, involves fusion of 
technical knowledge and business knowledge that is pivotal to the very survival of a technology services firm. Other 
IT services such as systems planning, project management and infrastructure management are also considered to be 
knowledge-intensive tasks where employees typically accumulate tacit knowledge over a period of time. Any loss in 
IT human resources engaged in knowledge-intensive tasks is likely to adversely affect a firm’s performance. 
However, downsizing literature (Cascio, 1998; DeMeuse et al., 2004; Dewitt, 1998; Elayan et al., 2000; Freeman & 
Cameron, 1993; Morris et al., 1999; Wayhan & Werner, 1999) points to two critical factors that could potentially 
mitigate such negative consequences – (i) the size of layoff, where the number of personnel downsized is maintained 
at a level that may prevent erosion of critical tacit knowledge; and (ii) the approach adopted for downsizing to 
ensure alignment between downsizing efforts and overall business direction. For instance, corporate restructuring 
efforts that include closing of a division could include layoffs, but this may be beneficial to a firm. Therefore the 
specific rationale associated with a layoff decision is likely to determine the organizational outcomes of the 
downsizing efforts. In the following section, we expand on these theoretical underpinnings to propose a research 
model and provide specific hypotheses. 
Research Model and Hypotheses 
Our research model is shown in Figure.1. The model summarizes our research goals examining the financial 
outcomes of IT worker layoffs, and the potentials impacts of layoff approach and size of IT worker layoffs. The 
model also shows variables – firm size and prior financial performance that we control for in our empirical 
assessment.
Figure 1. Conceptual Model







IT Worker Layoff 
Approach
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IT Worker Layoffs and Firm Performance
Based on the human capital theory and the knowledge based view of the firm, we argue that downsizing of IT 
workers will be associated with adverse financial performance. Extending the arguments of human capital 
perspective to our specific context of IT worker downsizing, loss in IT workers could imply significant loss of 
learning and accumulated knowledge. This could imply additional losses in terms of costs incurred in developing, 
training and nurturing the IT workforce.   
Downsizing also implies loss in opportunity for future knowledge creation.  From the knowledge-based perspective, 
IT workers’ knowledge about specific programming languages, technologies and tools could be considered as 
explicit knowledge, but the tacit know-how IT workers possess involves applying these basic skills to different 
organizational settings.  IT workers tend to develop considerable know-how about the business, domain, systems 
and processes over time. Organizations make considerable investments in knowledge-enhancement initiatives for IT 
workers (Chen & Edgington, 2005). Firms also tend to invest in designing specific work routines and processes for 
IT workers (Ang and Slaughter, 2001). Therefore, knowledge-based view implies that downsizing of IT workers is 
likely to lead to tacit knowledge loss and incur additional costs on knowledge generation initiatives that could impair 
financial performance.
The aforementioned arguments suggest that retrenchment of IT workers is likely to worsen the financial 
performance of the firm. In other words, firms laying off their IT workers would not have better performance than 
their peers who did not downsize. Hence, we propose the following hypothesis:
H1:  The financial performance of IT firms that downsized IT workers will be worse than the firms that did 
not.
IT Worker Layoff Approach and Firm Performance
Layoff approach refers to specific rationale and organizational justification underlying the downsizing effort. 
Downsizing researchers have identified different approaches that organizations have used for layoffs. For instance, 
Freeman and Cameron (1993) distinguished between 2 approaches: convergence and re-orientation. Convergence 
represents an incremental approach where downsizing drives organizational redesign. In contrast, reorientation is a 
discontinuous process where redesign drives downsizing. Dewitt (1998) proposed a three-way classification –
retrenchment, downscaling and downscoping. Retrenchment tactics focus on maintaining a firm’s current scope 
while increasing output efficiency through measures such as process re-engineering, consolidation and realignment 
of organizational roles.  Here, a firm might choose to replace or reallocate its employees to other units rather than 
laying them off. Downscaling represents permanent cutbacks in human and physical assets of the organization.  The 
third category, downscoping incorporates elements of both earlier types: through permanent reduction of human and 
physical resources combined with simplified organizational processes. Here, a firm could reduce its resource base by 
pruning its product line, withdrawing from markets, or by closing selected customer accounts. With this approach, a 
firm might resort to partial employee or asset layoffs.  These different studies point to two underlying approaches 
towards layoffs: Strategic and Tactical. Organizations following a strategic approach to downsizing are largely 
driven by strategic business considerations such as organizational restructuring, diversification, divestitures and so 
on. Strategic approach has long term implications for the very business of the firm. However, firms adopting a 
tactical approach have a more narrow scope – they are largely focused on short term cost considerations. 
Some of the prior studies on downsizing have examined the association between layoff approach and performance 
outcomes. For instance, Morris et al. (1999) found that downsizing alone did not improve financial performance.  
Instead, downsizing combined with aggressive asset restructuring programs produced positive financial returns, 
suggesting that downsizing should be a part of a larger organizational strategy.  Elayan et al. (2000) argued that 
layoffs for tactical reasons (i.e., declining product demand, recession, and rising prices) will produce more negative 
financial returns than layoffs for more strategic purposes such as corporate restructuring.    
In the context of IT worker downsizing, we propose that a strategic approach should be more effective for retaining 
valuable, knowledgeable IT personnel, to eliminate redundancies and streamline IT human resources. IT firms 
adopting a strategic approach are likely to assess the value of specific knowledge workers in light of the long term 
strategic objectives of the organization. However, firms pursuing a tactical approach might simply be interested in 
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cost savings without a deeper consideration of the long term implications of knowledge and expertise loss. 
Therefore, we hypothesize that a strategic approach will be more likely to improve post-layoff financial 
performance. 
H2: A Strategic approach (rather than tactical approach) towards IT worker layoffs will be positively 
related to post-layoff financial performance of IT firms.
Layoff Size and Financial Performance
Size refers to the extent of workers downsized in an organization. Size has been suggested as a key variable 
affecting layoff outcomes; however, prior studies have reported mixed results. Cascio (1998) found that there was 
no significant impact of size on post-layoff financial performance.  Wayhan and Werner (1999) also found that 
impact on firm profitability was negligible relative to the layoff size.  In contrast, Elayan et al. (2000) reported that 
large layoffs have a stronger negative effect than small layoffs.  De Meuse et al. (2004) also found that companies 
laying off more than 10% of employees performed significantly worse than firms with smaller scale layoffs. 
In this paper, we follow-up on findings from Elayan et al. (2000) and De Meuse et al. (2004) for predicting the 
impact of layoff size on financial performance. Building upon our earlier arguments from human capital and 
knowledge-based perspectives, we suggest that large-scale IT worker layoffs are likely to result in loss of employees 
with specialized knowledge or competencies, which impacts the firm’s operations as well as performance. We also 
suggest that the magnitude of that loss will increase as more workers are laid off.  Therefore,
H3: The size of IT worker layoffs will be negatively related to post-layoff financial performance of IT 
firms.
Research Method
In this study, our primary interest lies in examining the financial impacts of IT personnel downsizing. Though both 
IT-producer and IT-user firms engage in IT worker downsizing, we focus on IT-producer firms for two reasons.
First, there are difficulties in directly linking IT workforce reductions and firm performance in IT-user 
organizations. Secondly, IT producer firms have been engaging in more downsizing efforts (Ranganathan and 
Samant, 2006). Our own examination of publicly available information on IT worker layoffs indicates lack of 
adequate information on IT workforce layoffs in IT user firms. IT workers are often combined with other functional 
workers and specific information on IT worker layoffs is often not available. Therefore, we chose to examine IT 
worker downsizing in IT firms, and examine the financial impacts of such downsizing efforts. We use the term `IT 
firms’ to broadly refer to firms in information technology industries such as computers, hardware equipment and 
information appliances; systems software and packaged software such as operating systems, browsers, and office 
suites; information services such as IT consulting, outsourcing, networking, and systems integration; and 
information content such as multimedia and online databases (Mendelson and Kraemer, 1998). 
Data Collection and Measures
We gathered data on IT worker layoffs in 2001-2002 by examining public announcements made by IT firms. We 
scanned news paper and wired reports via Lexis-Nexis to identify downsizing announcements. The companies in 
our search are US-based firms.  Similarly, the newspaper announcements came from US based papers such as New 
York Times, Boston Globe, Washington Post, etc., as well as more local papers like Orlando Sentinel, Buffalo 
News, and St. Cloud Times. This search resulted in over 1012 individual layoff events across 476 IT firms. Next, we 
gathered financial data on these firms from the COMPUSTAT database. We gathered this data for two years prior to 
the layoffs, the year of the layoffs, and for two years subsequent to layoffs.
We screened and pruned the dataset in several ways. We eliminated those companies whose financial data was not 
available in COMPUSTAT since their financial performance could not be observed. We also eliminated any 
companies for which we could not identify the layoff approach or the size of layoffs based on the information 
available. The resulting data set consisted of 132 IT companies (Appendix A provides description of firms in our 
dataset).
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All the measures and the variables used in our study are shown in Table.1. We used multiple profit and cost ratios 
for assessing the financial performance. We coded layoff rationale as strategic or tactical based on a content analysis 
of the layoff announcement made by the firm (Table 1). Of the 132 firms, we coded 39 (29.5%) as adopting a 
strategic approach, and 93 (70.5%) as adopting a tactical approach.   See Appendix B for examples of our coding.
Table 1. Variables, Measures and Literature Support
Variables Operationalization Measurement Primary Sources
Layoff Approach Strategic
Tactical
Content analysis of layoff 
announcement followed by 
coding by researchers. 
Strategic:
Core competence, access to 




Cost reduction, boost 






Size of Layoff As a percentage of total 
employees
No. of people laid off / 
Total number of employees
prior to layoffs




(Profit and cost 
ratios)
Return on sales (ROS)
Return on assets (ROA)
Operating income to assets 
(OI/A)
Operating income to sales (OI/S)
Operating income to employees 
(OI/E)
Cost of goods sold to sales
Selling and general 
administration expenses to sales
Operating expenses to sales
Net income / Sales
Net income / Assets
Operating income / Assets
Operating income / Sales






Cascio, 1998; De 




Firm Industry Defined by NAICS code 6-digit NAICS code Santhanam, 2003 
(used SIC code)
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Table 1. Variables, Measures and Literature Support
Variables Operationalization Measurement Primary Sources
Firm Size Annual revenue Annual Sales Budros, 1997
We measured the size of layoff as a percentage of total employees, either as reported in the announcement or by 
calculating the percentage based on the number of employees listed in COMPUSTAT.  In cases of multiple layoff 
announcements from the same company, we calculated the combined layoff size across all announcements.
We used two control variables in this study – firm size and prior financial performance. We operationalized firm 
size in terms of annual revenue (sales).  Use of annual sales to represent firm size is particularly appropriate for IT 
companies due to the dynamic and virtual nature of IT business.  We used the company’s six-digit NAICS code to 
identify industry group.  We measured prior financial performance by gathering each of our profit and cost ratios for 
two years prior to the layoff event.
Analytical Approach
Testing our research hypothesis H1 essentially entails comparing the downsizing firms in our sample (treatment 
group) with other industry players (control group). Two common approaches are available for doing such 
comparative analysis. The first approach is to use a matched-pair technique to construct a control group of firms that 
represent the non-downsized firms. Under this approach, for each firm in the sample, an equivalent firm that closely 
matches the sampled firm in terms of its size and certain characteristics is chosen to construct the control group 
(E.g.: Bharadwaj, 2000). The second approach is to construct a control group that includes all players or a subset of 
these players in an industry (E.g.: Smith et al., 1998; Santanam & Hartono, 2003). We chose the latter approach for 
two reasons. First, matched-firms approach is greatly influenced by the choice of control firm, and the results 
obtained might change drastically if another control firm was chosen (Smith et al., 1998; Santanam & Hartono, 
2003). Second, if some firms had chosen not to make a public announcement about their layoff decisions, there are 
chances of unwittingly choosing a downsized firm to match with a sampled firm. Therefore, we chose to use an 
industry control group (that includes all firms within an industry that did not downsize) rather than a matched-pair 
control group for the purposes of our analysis. This is also consistent with our hypotheses that compare downsizing 
firms with the industry peers.
To form an industry control group, we constructed a portfolio of firms for each firm in treatment group. This 
portfolio was formed by selecting all the firms from the COMPUSTAT listing that were participants in the same 
NAICS code (excluding the firms in our treatment sample). Besides common industry grouping as specified by the 
NAICS codes, the firms in the portfolio had to have all the necessary financial information available in the 
COMPUSTAT database for the time period of examination. For each sample firm, for each financial metric, we 
calculated the industry median values for the corresponding portfolio of industry firms.  These values were 
compared with the firm specific values to assess the differences.
To test our hypotheses 2 and 3 we used multiple regression analysis to test post-layoff financial performance of 
layoff firms after adjusting for prior industry performance. Multiple regression is appropriate for our analysis since 
we are measuring results based on one continuous variable and one dichotomous predictor variable.  Additionally, 
multiple regression is appropriate for controlling prior financial performance, enabling us to adjust for the ‘halo 
effect’ of the firm’s financial performance and has been used to predict the impact of IT capability on financial 
performance (Bharadwaj, 2002; Santhanam and Hartono, 2003).  
We controlled for the previous year’s financial performance, prior to predicting the impact of layoff approach or size 
on financial performance. The layoff approach was dummy coded – strategic layoffs as 0 and tactical layoffs as 1. 
Layoff size was coded to range from 0 to 1 such that higher values indicate greater layoff size. Since the layoffs 
happened in 2002, we have analyzed the data for post-layoff financial performance only from 2002 to 2004. The two 
regression models used are described below –
Model 1: Financial Performancet = x1 + x2 (Financial Performance t-1)
Model 2: Financial Performancet = x1 + x2 (Financial Performance t-1)   + x3 (Layoff Approach) + x4 
(Layoff Size)
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Where x variables represent the regression coefficients and t represents the time period (year).
Results
To test our first hypothesis (H1), we conducted t-tests to compare the performance metrics of downsizing group and 
the industry control group. We compared the 2 groups – firms that downsized their IT workers with the 
corresponding industry control group – on all the financial metrics. Results of the t-tests are presented in Table 2. 
We found an immediate decline in financial performance of the downsizing IT firms in the year in which they 
retrenched their IT workers. As shown in Table.1, in the year of layoffs, the downsizing group showed significantly 
worse performance compared to the industry control group. All profit ratios were negative and cost ratios were 
positive, as expected. 
For the two years following the layoffs, the differences in profit ratios continue to be negative and cost ratios 
continue to be positive, though many of these differences were statistically insignificant. In other words, downsizers 
did not derive any specific performance improvements due to downsizing as compared to their industry peers. 
Examining the financial performance differences in the three year period, downsizers do not seem to fare any better 
than their industry counterparts, thus raising serious questions about IT firms’ decision to downsize and the 
effectiveness of layoffs in improving firm performance. Therefore, our hypothesis H1 is supported.
Hypotheses 2 and 3 assessed if the layoff approach and the size of layoff were related to financial performance of 
the downsizing IT firms. Regression analyses were used to test H2 and H3 and the results are presented in Table 3. 
After controlling for prior firm performance, size and industry sub-group we found some evidence for the 
association of layoff approach and layoff size with downsizing IT firm’s financial performance. As can be noted 
from Table.2, the coefficients for layoff approach were negative for profit-ratios and positive for cost-ratios for the 
entire three year period. As firms move more towards a tactical approach (rather than a strategic approach) to IT 
worker layoffs, they are likely to face greater decline in their performance. It is interesting to note that while most of 
these coefficients were insignificant for the Year 1 and Year 2. However, layoff approach emerged as statistically 
significant variable in Year 3 for ROS, OI/S and OEX/Sales. Together, these results indicate that firms adopting a 
strategic approach to IT worker layoffs are likely to improve their performance in the long run (Year 3), thus 
providing preliminary support for hypothesis H2. 
We find very weak evidence for linking size of the IT worker layoff and the financial performance of downsizing 
firm. While layoff size emerged as a significant variable for some metrics in some years, we did not find any 
consistent effects. Thus we did not find any significant effect of size, in agreement with Cascio (1998). Therefore, 
hypothesis H3 is not supported.
Table 2. T Test Results (Hypothesis 1)
Mean (Year 1) Mean (Year 2) Mean (Year 3)
ROS -.82791*** -2.73229 -6.63191
ROA -.35804*** -.07162 .00674
OI/A -.09188*** -.01650 -.02793
OI/S -.26740*** -1.90694 -4.76539
OI/E -34.1831*** -6.88283 -22.49881
COGS/Sales -.00549 1.75316 4.61348
SGA/Sales .26022*** .15722** .12050*
OEX/Sales .26724*** 1.90554 4.72922
Table 3. Regression Results (Hypotheses 2 and 3)
2002 2003 2004
Β β Β
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2002 2003 2004
Β β Β
ROS ROS (Previous Year) 0.534*** .004 .999***
Layoff Approach -.078 -.065 -.008**
Size -.086 -.264*** .002
R2 .303*** .072*** .999***
∆R2 .013** .069** .000*
ROA ROA (Previous Year) .537*** .516*** .413***
Layoff Approach -.044 .133* -.119
Size -.053 .030 -.222***
R2 .306*** .279*** .234***
∆R2 .004 .018 .060***
OI/A OI/A (Previous Year) .786*** .863*** .506***
Layoff Approach .051 .053 -.111
Size .041 .109** -.150*
R2 .601*** .721*** .292***
∆R2 .004 .014* .033*
OI/S OI/S (Previous Year) .8*** .143 1.0***
Layoff Approach -.044 -.077 -.006**
Size -.159*** -.229** .003
R2 .686*** .091*** .999***
∆R2 .026*** .054** .000*
OI/E OI/E (Previous Year) .766 .864*** .397***
Layoff Approach -.071 -.038 .091
Size -.032 .084 -.098
R2 .602*** .708*** .189
∆R2 .006 .008 .019
COGS/ COGS (Previous Year) .001 .157* 1.0***
Sales Layoff Approach .021 .067 .003
Size .134 .240*** .004
R2 .018 .095*** .999***
∆R2 .018 .059** .000
SGA/ SGA (Previous Year) .528*** .327*** .952***
Sales Layoff Approach -.057 -.107 -.012
Size .062 -.031 -.018
R2 .307*** .122*** .908***
∆R2 .007 .012 .000
OEX/ OEX (Previous Year) .8*** .143 1.0***
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2002 2003 2004
Β β Β
Sales Layoff Approach .053 .076 .007**
Size .176*** .229** -.003
R2 .686*** .091*** .999***
∆R2 .033*** .053** .000**
* Significant at .01
** Significant at 0.05
*** Significant at 0.001
Discussion
This study empirically examined if IT worker downsizing provides any improvements in financial performance for 
IT firms. Our analyses points to two key findings: First, IT firms laying off IT workers perform worse than their 
industry peers immediately following downsizing. In addition, downsizing firms do not see any significant 
improvements in their performance relative to industry peers even in two years following layoffs.  Second, IT firms 
adopting a strategic approach to layoffs (such as those who do layoff as a part of business restructuring or corporate 
transformation) are likely to have lesser drop in their financial performance than those adopting a narrow, tactical 
layoff approach. However, these effects are likely to be seen only after a period of time (two years).
Our results question the prevalent corporate wisdom among IT firms on workforce reductions as a means to cope up 
with market downturns and other business pressures. Loss of IT workers could erode IT human capital and 
organizational knowledge leading to both short term and long term performance decline. Moreover, it is important to 
adopt a strategic approach to IT personnel downsizing rather than treating layoffs as an ad-hoc, tactical exercise. 
We believe this study makes some important contributions to research and practice concerning IT personnel. First, it 
is one of the early studies to examine layoff issues pertaining to IT personnel. While there is considerable 
knowledge on turnover issues pertaining to IT personnel, there is limited empirical literature on IT personnel 
downsizing. Second, our results differ from some of the general HR literature that has documented positive 
organizational outcomes of downsizing. Our study demonstrates the negative impacts of downsizing in knowledge-
intensive environments such as IT industry. Third, our study throws light on a phenomenon that is of immediate 
relevance to managers and corporate decision makes in IT industry. 
Despite these contributions, our study has many limitations.  First, our data set of 130 companies is fairly small and 
may impact generalizability of the results.  A larger data set may give us stronger results and serve to validate the 
initial findings from this study. A second limitation pertains to the time period chosen for examining the financial 
outcomes. While our study examined financial performance for only three years, it will be useful to examine 
financial outcomes over an extended period of 5-7 years. Finally, we assumed that our industry control group 
consisted only of non-layoff IT firms.  However, we must clarify that the control group consists of companies that 
did not announce layoffs in 2002.  It is possible that companies in our control group may have downsized employees 
in previous years or in subsequent years. 
Conclusion
This paper examines the association between IT worker layoffs and financial performance. Unprecedented increase 
in IT personnel layoffs has triggered an intense debate about the efficacy of downsizing initiatives. By empirically 
documenting the negative outcomes of IT worker layoffs, we have provided a platform for advocating the case of 
retaining and nurturing IT workers. Through a better understanding of the linkages between firm objectives, layoffs 
and financial performance, senior managers could make more informed decisions while formulating their IT 
downsizing strategies. 
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Appendix A – Sample Description
Mean (S.D) Median
Annual Sales (million USD) 989.48 (4846.5) 60.41
Number of Employees (thousands) 3.64 (16.05) 0.31
Over 27 sub-sectors of IT industry represented in the dataset with the largest representation (28%) from 
Pre-packaged software segment. 
Appendix B – Examples Data Coding 
Text of layoff announcement Coding Layoff rationale and Layoff size 
Xiotech laid off about 100 people, or nearly one-fourth of its 
work force, according to company officials. Xiotech, a 
subsidiary of Seagate, makes network storage systems and is 
based in Eden Prairie. It now employs about 320 people. 
Thursday's layoffs also affected seven of the 37 employees 
at its office in Rochester. Xiotech is turning to channel 
partners instead of selling directly to the customer. Founded 
in 1995, the company was acquired by Seagate in 2000.
Layoff Rationale = Strategic
Layoff size = 24% (100 of 420 employees)
Adept Technology, Inc., a leading manufacturer of 
intelligent automation for the telecommunications, fiber 
optic and semiconductor industries, today announced that it 
is taking additional measures to restructure the company to 
fit current market conditions. As part of Adept's reallocation 
of resources, the company is also taking the following 
measures: divestiture of non-strategic product lines; 
elimination of facilities and organizations related to excess 
capacity; and a 16% reduction of headcount. Adept intends 
to maintain the focus of its resources on key markets with 
potential high growth.
Layoff Rationale = Strategic
Layoff size = 16%
3D Systems Corp. will lay off 60 employees, roughly 10 
percent of its worldwide work force, in light of lower-than-
expected revenues for the first quarter, the company 
announced Tuesday. The Valencia company's expected net 
loss, prior to including the gain associated with an $18.5 
million settlement, is $3 million to $3.6 million. The 
revenue and earnings shortfall is primarily as a result of 
lower European revenues across all product lines and 
continued slowness in the U.S. manufacturing sector. The 
company said its cash position remains strong. 3D Systems 
will announce complete results for its first quarter on April 
17.
Layoff Rationale = Tactical
Layoff Size = 10.3% (60 of 580 employees)
